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SUBJECT: RETIREMENT BOARD GOVERNANCE REFORM BALLOT MEASURE
WORKPLAN

RECOMMENDATION

As recommended by the Rules and Open Government Committee on March 19, 2014 and
outlined in the attached memo previously submitted by the Rules and Open Government
Committee, accept the Retirement Board Governance Reform Ballot Measure Workplan.
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Memorandum
TO: RULES AND OPEN GOVERNMENT

COMMITTEE
FROM: .Alex Gurza

SUBJECT: RETIREMENT BOARD
GOVERNANCE REFORM

DATE: March 12, 2014

RECOMMENDATION

Accept the Retirement Board Governance Reform Ballot Measure Workplan.

BACKGROUND

As the Rules Committee is aware, Cortex Applied Research, Inc. conducted a governance review
of the Federated City Employees’ Retirement System and Police and Fire Depal~ment
Retirement Plan Boards of Administration. This report provided fifteen recommendations to
enhance the current governance structure of the Boards:

Recommendations contained in Cortex’s report would require changes to various sections of the
City Charter, including but not limited to City Charter Section 701, as the City Manager appoints
all officers and employees of the City, except as provided otherwise in the City Charter. Cortex’s
recommendation to grant flail autonomy to the Boards to appoint, direct, terminate and evaluate
Retirement Services staff could be implemented through amendments to the City Chatter to
expressly grant this authority to the retirement boards in addition to other provisions that would
be modified by granting autonomy to the boards. The other recommendations contained in
Cortex’s report would be reviewed to determine the other sections of the City Charter that would
have to be amended.

This issue was last heard at the March 4, 2014, City Council meeting, during which, the City
Administration was directed to bring back to the Rules Committee a workplan for the critical
dates and timelines necessary to complete a retirement board governance ballot measure. We
have attached the Council memo that was discussed at the March 4th Council meeting which
contains fresher background on this topic as well as the workplan the Rules Committee approved
on January 22, 2014.



RULES AND OPEN GOVERNMENT COMMITTEE
March 12, 2014
Subject: RETIREMENT BOARD GOVERNANCE REFORM BALLOT MEASURE WORKPLAN
Page 2 of 3

BALLOT MEASURE DEADLINES

The timeline below outlines the process for the City Council to approve a ballot measure:

Ballot Measure Workplan to Rules Committee
Last scheduled City Council meeting prior to
88 days before election
Potential City Council meeting prior to 88 days
before election (not currently scheduled)
88 days before election

3/19/2014

6/17/2014

8/5/2014

8/8/2014

Currently, June 17, 2014 is the last scheduled Council meeting prior to 88 days before the
November election. If the August 5, 2014, potential Council meeting date is not added, it is
unlikely that staff would have sufficient time to take the ballot measure to Council for approval.

BALLOT MEASURE WORKPLAN TIMELINES

The other key action items that would need to occur before a ballot measure could proceed, in
order of implementation with estimated timeframes, are:

1. Council consideration of ballot measure and direction to staff (1 Council meeting)
2. Determine possible meet and confer issues and commence meetings (90 days)
3. Stakeholder outreacti (90 days)
4. Draft ballot measure language (30-60 days)

In order to provide adequate time to prepare for a ballot measure, Council would need to provide
direction to the City Administration by the middle of April 2014 to account for the work that
need to be accomplished in time for a November election.

Using the key action items mentioned above, the approximate~timelines for the November
election include:

Council meeting to direction on ballot Mid-April 2014
measure and provide direction to staff

Discussions with bargaining units April - June 2014
Stakeholder outreach April - June 2014
Draft ballot measure language June - July 2014
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It is important to note that the date ranges in the timeline may either be shol~er or longer than the
approximate time ranges listed above.

CONCLUSION

Due to the limited timefi’ame necessary to complete the key items before a potential August 5,
2014 Council meeting, we will need further Council direction as soon as possible.

Alex Gurza
Deputy City Manager

For questions, please contact Alex Gurza, Deputy City Manager, at (408) 535-8155.

Attachments
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COUNCIL AGENDA: 3/4/14
3iTEM: 3.5

TO: HONORABLE MAYOR
AND CITY COUNCIL

FROM: Alex Gurza

SUBJECT: DISCUSSION AND DIRECTION DATE: February 21; 2014
TO STAFF REGARDING
RETIREMENT BOARD GOVERNANCE

Approved /s/Ed 8hikada Date 2/21/14

RECOMMENDATION

Direct staffto evaluate policy alternatives to accomplish retirement board governance changes
without a ballot measure.

OUTCOME

If the City Council approves the recommendation, the City Administration will in coordination
with the City Attorney’s Office, explore ways to accomplish the retirement bom’d governance
changes without a ballot measure. This review will include any outstanding [egaI, persolmel and
other questions that ha~,e not been specified by Cortex’s reconamendations. The Administration
will bring tlfis issue back to Council once we conduct further research;

BACKGROUND

2HASE I

In 2009, the City ’contracted with. Cortex Applied Research, In.e to review the fiduciary
governance models of the City’s two retirement plans, the Federated City Employees’
Retirement System Board and the Police and Fire Depal~ment Retirement Plan Board. Colqcex’s

bo~rd members and to ensm’e that the retkement boards are free of significant conflicts of
interest. The City implemented all brat six (6) of Cheiron’s recommendations as Phase I, The
other recommendations tO improve Bom’d governance were to be brought back to Council at a
later date under Phase II.
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PHASE II

During the-November 19, 2013, City Council meeting, Co:t~ex Applied Research presented
fifteen (15) recommendations to the City Council as pm:t of their updated report on the
governance structures of the City’s two reth’ement boards, These fifteen (15) recommendations
were based on the. following categories: authority of the retirement board, safeguards for
stakeholders, transparency and disclosure, risk ovbrsight, and scale and efficiency, A summary of
these recommendations can be found below, The Council directed the City Administration to
develop a workplan to implement Co~ex’s recommendations,

Independence of the Bom’ds, including the ability to:
¯ Appoint, direct, evakiate and termlnate staff

Expand the Authority o Set compensation levels and detei~ine human resources
of the Boards policies

,, Appoint legal counsel
Establish procurement policies

All Board members selected by the City should be independent
75% of’the Board’s composition ~hould be’independent
Role of the Board’s should be clefirly defined in statute to exclude
advocating or taking positron on legislative actions that affect the
benefits provided by Retirement Services -        .... ,.. ’. :.., .:
Dis4ourage the Boards. from’engag ng.m economically tm’geted

’.’: Est~bhslt’Additlenal’8taff~6tving the. Retirement Bohi’ds should¯ not be entitled to
i.:: .. 8ff6~a~d~ for. ,".". rec’et4ie l~nefits fi’om either System
¯ ’ : Si~.libihblderfi:"": Any i~i%penden~ Bom’d member appointed by the City or

active/retired members should have eXlJS~.~ise and experience
relevant to the administration of the Retirement Systems,.
Ability to offer appropriate.c0mDdnsation :to independent bbard ’
members (approximately $20,000)      . ..: . . .:,.,..,.......
Provide additional a .nnual disclosures.i,e, annual compensation for
.senior executives and independent repo~qc oh the cost-effectiveness
of the Systems

Transparency and Eliminate non-voting Board member
Disclosure Hold an mmual general meeting that is. accessible to the public

Enact provisions that allow-for the removal of any Board member

Conduct an-e~tem-~ii~d~p;nd-e~a~ r;i~ie~~f-ih~ Boards’ fiduciary
Risk Oversight and management once every 5 yeats ’

Establish an audit cdmmittee
Pro’sue consolidation of the two Systems under the oversight of one

Scale and Efficiency retirement board,
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Cortex has r.ecently provided an addendum to their, final report to sperry which of the
recommendations they believe to be primary recommendations. These recommendations are
intended to be implemented concurrently (Please see AttacNnent 1.)These three (3)
recommendations are greater board autonomy, 25% of each Board should consist of independent
trustees i~pp’ointed by active and retired plan members, and any independent board member
appointed by the City of attireS/retirees should.have relevant expea’tise and experience in th6
adminisla’ation of retirement systems, The addendum ful*her clmqfied .the first recommendation
as Cortex’s intent was for the employees of the retirement systems to repo,"~ to the retirement
boards and be exempt fi’om City Civil Service Rules. Cm"~ex viewed the other twelve (12)
recommendations as secondary as they were not necessda’y to implement in the proposed
go.vernance model or that the rec,ommendations had already been put in place by Phase 1,

At the January.22, 2014, Rules Committee meeting, the City was directed to work with the City
Attorney’s Office to provide policy alternatives’ for the implementation of the recommendations
for the retirement board.governance based on the recommendation and worlcplan provided by
Administration (Please refer to.. Attachment 2.)’

ANALYSIS

There are different, options to accomplish the recommendations contained in Co~"cex’s repolq:
which are outlined below, The policy alternatives are in ~:esponse primarily to Cortex’s first
recorrnnendation: granting full autonomy to the Boards. Legal issu.es, persormel issues and cost
implications are examples of the different issues to consider when deciding upon which
alternative to further explore.

~Policp Alternative #1- Ballot Measure

The recommendations described above would require changes to various sections of the City
Charter, including but not limited to City Charter Section 701, as the City Manager appoints all
officers and employees of the City,. except as provided otherwise ha the City Charter, Cortex’s
recommendation to grant full autonomy to the Boards to appoint, dh’ect, terminate and evaluate
Retirement ’Services staff could .be implemented through amendments to the City Chalqcer to
expressly grant this authority to the retirement boards in addition to other provisions that would
be modified by granting autonomy, to the boards, The other.recommendations contained in
Cot~ex’s repo~qc would be reviewed to determine the other sections of~he City Charter .that would
have to be amended,
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Although Col~ex has made specific recom_mendations, including grantin.g full autonomy to the
Board, many details of the implementation of a ballot measure have yet to be determined. For
example, the Cortex report does not pi’ovide a set level of compensation that would be
appropriate for the executive management staff of retirement services. Since salaries of
retirement staff are paid out.of plan assets, it is difficult to assess the cost implications,

In Cortex’s addendum to their initial, repel�, Cortex stated that the intention of the
recommendation is to make the Depmment of Retirement Services staff employees of the
retirement system as opposed to employees of the City, and not members of the City’s retirement
system, Therefore, the employees would report to the retirement boards, be exempt ~om City
Civil Service Rules, and not. be members of the City’s retirement system, which raises other
issues that would need to be considered,

Ballot Meastu’e Timelines

The timeline below outlines the process for the City Counoil to app!’ove a ballot mdasul’e for the
November election. As was discussed at the Rules Committee meeting on January 22, 2014,
there is no possibility of meeting a June election .timefi’ame given the significant stakeholder
outreach and other analysis that would need to be completed,

Wofl~pl~ to Rules Co~ee
Last City Council meeting pfor to 88 days
beNre election
88 days beNre election ¯

1/22/2014

6/17/2014
815/2014

If tile ballot measm’e alternative is chosen, the Council should consider plaging the ballot on the
November election aRer all alternatives have been explored.

Key Benefits
- Stakeholder approval: The ba~lot mgasure world en~m’e l~ey stakeholder approval by

putting Col~ex’s recommendations to a public vote,
- improved retirement board ’governance,’, If this, model is chosen, the governance

structure a~ articulated in the ballot, measure would satisfy Co~ex’s
recommendations,

i! :_-_ Key Issues _ ........... ¯
--: .... = = -::2---.~:)~-~l]-e~ons,7A ~ measur-e-e~t~ e;~wm:dh-of$~00:b00 ~-dth~ funding .................

¯1

’i

source for the ballot measure has not yet been considered.
Staffing impact,: Retirement Services is cun’ently comprised of 36,5 FTE positions for
Fiscal Year 2013-2014, If the ballot measure is approved, these positions would
potentially be eliminated. This may be subject to the meet and confer process and
could potent)ally result in layoffs and/or bumping.
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Timeline.; The accelerated timeline for the June 2014 baIli~t measure would be a
challenge due to the time necessary for stakeholder outreach and ballot measm’e
language approval. The November 2014 election ~imeline appem’s to also be a
challenge when giving consideration to the specifics of the ballot measure that have
yet to be determined.
Subsequent Ballot Measure: If changes to the governance structure m’e necessary after
voters have approved the ballot measure altering the City Chalqcer, any further

¯ modifications would need to be brought back to the voters. This could be a
proh.ibitive and time-consuming process for changes that may need to be made
quickly if any issues arise.

poltcl~ Alternative #2 - Ways to accomplish Cortex’s recommendations without a balloi
llletlSlll~e

Due to the rigorous and lengthy process that is required to bring changes to the City’s Chm~er to
the voters via a ballot measure, another oppol~-unity that may accomplish C~rtex’s
recommendations, including full autonomy to hire and terminate staff, would be t.o explore a
hybrid business model similar to the Team San Jose and work2future organizational approaches.
Thesebusiness models need fresher review, into the legal issues associat.ed with them,.

As background to the Team San Jose structure, in March 2003, the Mayor’s Budget Message
directed the City Administration to save costs and iniprove effieieneies at the Convention Center
by revising the operating structure. At that time, the Conventions, Arts, and Entertairm~ent
Depat~rnent oversaw the operations and management of the San Jose Convention Center. Team
8an Jose (TSJ), a not-for-profit public benefit corporation, was chosen to manage and operate the
Convention center and Cultm’al Facilities.

The City entered
contract included:

®

into a Management Agreement with Team San Jose, The provisions of this

Compensation
Key Business Te~s and Conditions
TermlnationProvisions
Operating and Capital Budgets
Audits (including an ammal performance audit)
Financial Procedures
Personnel

The Management Agreement provided that TSJ would hire, retain., diseipline, and su!0ervise the
pe~nanent-full-time employees that were emplo__y..e=d by the City. These employees were termed         ’

use -of city employees by.TSJthat included hiring practices and-performance evaluations for the ’
shared employees, The employees were retained by TSJ, but continued to be City employees,
TSJ was also able to hire their own employees that were not City employees. ’It should be noted
that TSJ has transitioned from this model and no longer has any City employees retained by TSJ.
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As background on the work2future model, wor!L2future has recently revised their business model
. to direct eli6nt services flu’ough a thJrd-pm~y administrator (TPA), In 2011, the work2future
Board of Directors created the 501 (0)(3) worlc2future Foundation, The work2future. Foundation
was seleeteA as the TPA ttu’ough a unique services agreement to provide the services that gave
the work2future Foundation the ability to hh’e their own staff, while retaining a reduced number
or City employees,

The TSJ and work2Nture models need to.be further, explored to.decide if this policy alternative
would be beneficial to the City and the retirernent systems. Due to the unknown legal
implications of an alternative Operations model, the City Administration will work closely with
the City Attorney’s Office on the evaluation of this option.

Key Benefits
,C0st-savings: The City would not have to fund a ballot, measm’e, and instead the cost
implications would only be a result of any staffing impacts..
Ability. to audit services: As is currently the ease with Team 8an JOse, the City
Auditor’s office would be able to perfo~ an audit of the agreed ~pon perfolananee
measures on a regular basis to ensure that specific requirements, are being met,
Timeline: Withoi~t the need to conform to the ballot measure timeline, the process for
implementing a management agreement could have a non-resMeted timeline to vet ¯
any outstanding issues and concerns,
Improved operations and ~overnance: The TSJ model, as it is right now does not have
any City employees currently worldng for TSJ; as they are all employees of TSJ. If
this model is ehpsen, the operating structure may satisfy Cortex’s recommendation.
that retirement staff repo~ to the retirement boards.
Flexibility:. If issues m’ise with the initial management agreement with a new
retirement services entity, the agreement can be modified through Council action,
This would be an important detail if any time-sensitive changes need to be made,

Key Is.sueS
.Legal Implications.: The City wouldneed to continue exploring the altel~aative
business model approach to determine any legal issue that may arise while p~rsulng
this option, .

- Staffing impact’, Retirement Services is eun’ently comprised of 36,5 FTE positions for
Fiscal Y~ar 2013-2014, If the TSJ or @ork2future model is approved, some or all of
these positions would potentially b~ eliminated, This may be subject to the meet and
eorffer process and could potentially result in layoffs .and/or bumping,

PoHct~ Alt~’naflve #3 - Continue cttrt~ent govet’nance strttcture
; .......................

Under th~s alternative, the eun’ent governance structure of the. C~ty s Department of Retirement
Services and two retffement boards would continue, The retirement boards have been working to
implement several o~ Cortex’s secondary recommendations that improve.the 15sk and oversight
of the plan, In addition, the Municipal Code has recently been amerided to include the retirement
bom’ds in the decision making process as it relates to executive persom~el matters for Depm~ment
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of Retirement Services Staff, The cu~t’ent model could continue for to allow for additional tim~
to fuliy understand the impacts of these previous actions,

Key. Benefits
Maintain intern~il control: The City Council would retain more oversight into the
operations of Retirement Services.

Key Issues
Without implementing Co~ex’s recommendations through one of the above
alternatives, the retirement systems would continue to operate with only paa~al
authority and remaining lacking in safeguards for the retirement systems,

’It is important to note that a key issue that will need to be. explored in all alternatives is what
areas m’e subject to the meet and confer process’, espe’gially as it relates to there no longer being
any City employees in the Department of Retirement Services.

EVALUATION AND FOLLOW-UP

If the Council approves the recommendation, file City Administration will work with the City
Attorney’s Office and the two retirement boards to explore Policy Alternative #2. Ful~her
consideration will be given to the legal, persormel and other issues that may arise with Policy
Alternative #2,

After the analysis has been conducted, the Administration will bring forward the results to the
Council for their consideration,

PUBLIC OUTREACH/INTEREST

Criterion 1: Requires Coundil action on the use of public Nnds equal to $1,000,000 or
greater. (Required: WebsitePosting),

Criterion 2: Adoption of a new or revised policy that may h~ve implications for public
health, safety, quality of life, or financial/economic vitality of the City. (Required: E-
mail and Website Posting)

;

Criterion 3: Consideration of proposed changes to service delivery, programs, staffing
t̄hatmayha~e.~mpacts to com_m.umty servmes a d ba_v_.e_ ~.ee~n_:i~_en_fifi_e_d_:_by_:~t.a.ff_,:.~ou_nc.!l_::_-:.=-_--_ :-::=-

... o2: a Community- group-that requires-special outreach,- (Required:-E-mail, W.ebsite ....... ........
"! Posting, Community Meetings, Notice in appropriate nevcspapers)
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This memo will be posted on the City’s website for the March 4, 2014 Council meeting. The
policy alternative chosen to implement the recommendations will determine the extent of any
other required public outreach. The ballot measure alternative will require stakeholder outreach
for the bargairfing units, retirees, active City employees, and the general public:

.We antioii~ate that ninety (90) days will be needed to complete the stakeholder outreach due to
the complexity of the issue and number of stal~eholders. The City Administa’afion wiI1 work to
advertise the stakeholders meetings to the requisite groups..The general public will be notified
through emails to local businesses and neighborhood associations. Distribution of the stakeholder
outreach meeting information will be eonmmnicated tln’ough email with an attached flyer noting
the location and time of each meeting.

COORDINATION

This memo has been coordinated with the City Attorney’s Office.

COST SUMMARY/IMPLICATIONS

Poltcy Alternattve #1- Ballot Measure

Taldng an issue to the ballot may result in substantial costs to the C!ty depeMing on the number
of item~ already appem’ing on the ballot. In conjunction Wilh the City Clerk, the preliminary cost
estimates for the June and November election can be found below:

Cost Estimate Approximately $425,000 - Approximately $4:25,000-
$1,000,000 $637,500

The funding source(s) for the ballot measure still need to be determined.

The costs to absorb classified City employees who will no’~ be retained through the changes made
in the ballot measure. This wil! be one of the areas that the A, dminlstr.ation will explore fuller

Policy Alternative #2 - Ways to accomplish Cortex’s recommendations without a ballot measure
:. ’.2 ---

The costs to absorb classified City employees-who would-no~, be-retained by the new operating
structure. This will be one of the areas that the Administration will explore fur.ther.
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N~t a Project, File PP10-069(a), City Organizational & Administrative Activities.

Alex Gurza
Deputy City Manage~:

For more information, please contact Alex Gurza at (408) 535-8155.

AttacN:nents
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January 29~ 2014.

REVIEW OF THE GOVERNANCE MODELS OF POLICE AND FIRE DEPARTMENT RETIREMENT PLAN
AND F.EDERATED CITY EMPLOYEES~ RETIREMENT SY.STEM

ADDENDUM

Subsequent to I~suing our draft report entitled Revlew of the Governance Models of Police and
Fire Department Retirement.Plan and Federated City Employee~’ Retirement System dated
May 9, 2013 (the "Report"), Cortex followed up with various stakeholders to obtain comments
and feedback, Based on these follow up dis,cu.ss.lons, it was apparent that some confusion
existed concerning our report and recommendations. Accordingly, Cortex has prepared this
addendum to clari[y various aspects of the Report, Specifically, this .addendum attempts to
clarify:

Our propo.s.ed governance model.
Our recommendations for Implementing the proposed governanc.e model.
The extent to which our recommendations were intended to be implemented concurrently as
a package,
The implications the. recent Measure B judicial decision may have for our
recomr~ehdations.~                                                 , .

A. PROPOSED GOVERNANCE MODEL

Cortex.’s propo.sed governance model provides that the governance structure of a public
retirement system should meet the following general criteria or principles:

1̄, Fiduciary Autonomy

]’he governing board of ~ public retirement system requires full and clear autonomy to
administer the retirement system. Without such autonomy, a governing board will not.be able ~to
function effectively or effic.lentiy and the performance of.the system, both.in the investment and
member servlde areas, will suffer, Furthermore, if the authority to administer the system Is
shared between the governing board and other parties, It will be difficult If not impossible to
establish ~,lear accountability for the performance of the system.

2, Stakeholder Confidence

As a general principle, the key stakeho{d.ers of a public reilrement system need to be
¯ reasonably confident.that the retirement t~ystem will be administered effectively, efficiently, ai~d

See Santa Clara County Superior Courl~ Judse Patrlcla Lucas’s declslbn on Measure B filed December 20, 2013.

......... ’ .............. ’ . . ..... Corte~Applled Researchlnc. ¯ ¯

JOINT P&F/FCERS 02-06-14
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autonomy prudently and appropriately, If such confidence does not e~<lst, stakeholders are
unl <ely to support granting the governing board the necessary degree of autonomy.

3. Safeguards.and Protection

The best method for promoting confidence among stakeholders is to establish sufficient
safeguards and protections that will guard against the inappropriate use of autonomy by th~
governing boards and that will promote.effective admlnlstratlon of the retirement System.

The most important safeguards and protections generally Include the following’.

a) There mustbe appropriate representation of stakeholders on the governing board, I.e. the
¯composition of the governing boards must reflect the key stakeholders of the retirement

system,
b) The governing board rhust be sufficiently independent so as to be able to engage In

objective dec s on-making on behalf of all members and benefiQiar.l~es.
c) The governing board must be sufficiently qualified ’~o ma.ke the complex decisions involved

In administering the system and overseeing the advisors and agents of the system.,

d). The operations and decisions of the governing board should be highly transparent to
stakeholders and there should be strong mechanisms for communication between the
governing board and stal~eholders,

In,designing specific safeguards and prot6ctions, the relative risk exposures of the ~lifferent
stakeholders need to be carefully.considered. Any stakeholder that bears significantly more risk
relative to other stakeholders may be justified in expecting greater protections or safeguards. If
dsks are borne approximately equally by all stakeholders, then no stakeholder group should
expect additional safeguards or protections over and above those provided to the other
stakehol.der group(s).

2
....................... Cortex Applled Research Inc, . ¯



E~, RECOMMENDATIONS FOR IMPLEMENTING ~HE PROPOSED GOVERNANCE MODEL

The above discusslon describes the general model proposed by Cortex. Inthe Report, Cortex
also identifies 1~ recom.mendafions for implemen’t!n~ the pli0posed.mQdel.= Below’, we attempt
to clarl~y each recommendation, confirm which recommendations are of primary importance,.
and which recommendations should be implemented c.oncurrently.

Primary Recormnendatlons

The following three recommendations are of primary importance and should be Implemented
concurrently:

1. The authority of the two San Jo~e retirement boards should’be expanded to Include among
other thing~ tl~e authority to hire, direct, evaluate, and.terminate their own staff; to set

¯ necessary compensation levels to attract and retain staff; and to directly appoint
¯ Independent legal counsel.3

For greater clarity, in making the above recommendation, Codex intended that the
retirement staff should be employees of the retii’ement systems rather than of the City, that
they should.report to the retirement boardsrather than to the Glty Manager, and that t.hey
should be exempt from City civil service rules.

The proportion of each City Retirement Board that must consist of active or retired members
should be. reduced to approximately 25%.Furthermore, approximately 25% of each Board
should Consist of independent persons appointed by active and retired plan members.4

For .greater clarity our recommendatio.n.orlglnally Intended tha~: ’

a) The City andthe members/retirees be equally represented on each Retirement Board.
b) Plan members and retlrees would have the ability to directly appoint those bqa.rd

members they selected, as opposed to the current structure in which members and
retirees may only nominate to City Council the individu.als they wish to represent them
on the boards,

Due to the judicial decision concerning Measure B, however, these two elements of our
recommendation were re-examlned. (See Section C of this Addendum for detalls,i

Any Independent board ff~ember appointed to the Board by City Council or by active/retired
members should be required to have relevant expertise and experience relevant to the
admlnlstratien of the Retirement Systems.~ This recommendation would result in
approximately 75% of the members on each retirement board being required to have

For purposes of this Addendum we Ii]nore Recommend.at:ion 2 on page 24 of the Report (I e, that City
rel~resentatlves should be-Independent of the_City)~-as It. h_as_aJr_e_a_dy_b.e_en~l_m_p_l_e~mente~d

See Recommendation ~. on paso 2~ of the Rel~ort,
See Recommendation 3 on page 24 of t he Report,

SSee the final paragraph of Recommendatlon ~, on pa~e 25 of the Report,
~.See Recommendation ’7 stari:ln~ on page 25 of the Report,

3
Cortex Applied Research Inc,. ....



relevant expertise (currently Just over 50% of each board i.s required to have relevant
exPertise), .................................

Cortex believes the above recommendations are closely cor~nected and Should therefore be
implemented concurrently, Our reasoning is as follows:

o 8t~,keholders will Ill(ely not be confident enough in the governance of the Systems to support
granting full autonomy to the governing boards, unless reasonable ml.nlmum safeguards and
pro!ectfons ex!st, namely, the following:

a) The boards are sufficiently independent,
b) The boards are sufficiently qualified.          ’
c) There Is sufficient stakeholder representation on the ~oards,

On the othei hand, adding ti~e above safeguards and protections without.also granting the
governing boards, full autonomy will lead to dissatisfaction and frustration among the board
members and will not lead to improved investment performance or member service quality.

The above recommendaiions (i,e. that approximately 7"5% of e~ch.board should constst of
independent an’d qualified board members) reflect Cortex’s views as to what constitute ,
reasonable and appropriate safeguards to support boa~’d autonomy, and are based on Cortex’s
experience and research. Cortex recognizes however that stakeholders may. have different risk
tolerance levels and may demand stronger or weaker safeguards (I,e,, a lesser or gre.ater
number of independent and qualified board members). Accordingly, It may be beneficial for the
City and the members/ri~tlrees to discuss the above recommendations to determine t’he precise
parameters that will prov.lde the necessary degree of stakeholder confidence In San Jose,

Please see Table I for an overview of the composition of each board based on Cortex’s.
recommendations.

Secondary Recommendations

While worth~ of consideratlon, Cprtex considers the ether 11 recommendations In the Report to
be of se.condary Importance and does not view !hem as absplutely necessary for implementing
our proposed governance model, Below we summarize the reasons why:

a) Recommendation 4 in the Report,(page 25) states the role of the Reti’rement Boards should
be clearly.defined In statute to exclude advocating for, or taking positions on, legislative
changes affecting the nature or.cost of the benefits provided by the Retirement Systems,
This recommendation Is not necessary to implement.our.governance model, as legislation
already exists that limits boards from engaging In Inapp.roprlate po!ltlcal activities,

discourage the Retirement Systems from en.g~glng in econ0l-~icaliy targeted investing, and
should piohlbit the Olty fror~ promoting such Investments to the Retirement Systems, We

’’ 4
............ Cortex Applied Research Inc, "
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recognize however that laws already exist to discourage penslon fund fiduciaries from
pursuing economically targeted Investment strategies. We neverlheiess included this
rec0iiimendati0n in r~sponse t0 0once~ns raised by members and retirees dtiring past
outreach discussions.

e)

d)

Recommendation 6 tn the Report (page 25) states that the staff servlng the Retirement
Boards should be independent I’n that they s.hould not be entitled to receive benefits from
either of the City Retirement .Systems. While we believe.this is desirable, we recognize It
may be difficult to Implement and that a new benefit p~:ogram may not be as cost-effective as
the current program;

Recommendation 8 In the Report (page 26) states essentially that Independent board
members should be provided higher levels of compensation reflecting the amount of time,
effort, and risk in’v.olved in the position. While we have blassified this a.s a secondary
recommendation,. C~rtex strongly recommends that it be adopte.d, as it Is intended to
facilitate the implementation of two primary recommendations (i,e. it will support the
recruitment and retention of qualified and Independent board members.).

Recommendations 9, ’10, 1 ’1, 13, and "14 In the Report (page 26-28) contain numerous
recommendations Intended to either ih6ie.ase transparency Inthe operations of the board
and the systems, or enh.ance .oommunicatlqns between the boar’as and the stakeholders.
For retlrem.ent systems in certain other Jurisdictions, these recommendations might
potentially be very important, GIven, however, that the San Jose retirement systems are
already very transparent, and that there Is ample opportunity for communication among
stakeholders and the boards, Codex believes the~e recommendations are of secondary
importance.

f) Recommendation ’12 in the Report (page 27) states that provisions should be established In
legislation to allow for the removal, by the appropriate appointing authority, of any board
member for cause. We suspect the abi!ity to remo~)e board members for cause Is implicit In
the ability to appoint them and we understand if stakeholders may feel this does not need to
be formalized.

Finally, recommendation’ 15 of the Report (page 28) recommends that the City consider
enhancing the operational scale and efficlen~ of the Retlreme. nt Systems by pursuing .
consolidation of the two’systems under the oversight of a single retirement boar& We have
classified this as d secondary recommendation because it is unrelated to our proposed
governance model, which is the focus of our analysi.s; i.e., combining the retirement boards
Is neither a safeguard nor a protection againstgranting autonor~y to the r~tirement boards,
Instead, it relates to the Issues of organizational scale and efficiency.

secondary recommendations and have a ready committed to implementing them to the extent

..... Cortex Applied Research Inc;
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.they have the aut’hority to do so.~ More specifically, the boards ha~/e implemente .d., or are in the
l~r~eS~.O~ !.mplernenttng,.!-~oommer!da!!ol!~ 4, 5, 9, ,1’1, ...... ,13, and "14.           .

To summarize., only Cortex’s primary recommend.ations are Intended to be implemented
concurrently. Cortex views the remaining recomm.endatlons to be worthy of conslderailc~n, but
not absolutely necessary for implementing the proposed governance model. If however the
stakeholders of the San Jose retirement systems determine that the safeguards conlalned In
our primary recommendations are insuffi~ient, they maY wish to Consider the addllional
safeguards contained in our secondary recommendations.8

_ :. -_-~--_ .............-~-Theboards of course do not have the authority.to enshrine the recommendatlons_ln_th__e_C_ity_C._h_a r_.t_er or ...................................
Municipa! Code, as recommended by Cortex, Inst~; ~ll~-r~~sslble, t~l~5~ids haveagreed to implement the
recommendations using board policy,
~ Note~ Cortex does not consider combining the boards to be safeguards or protections~ but rather a possible
method of enhancing economies of scale and achieving efficlencles,

6
................................... CortcexApplied Research Inc, - ......
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C) IMPLICATION8 OF MEASURE B DECISION

The degree to which financial risk Is shared among stakeholders has important Implications for
how our recommended governance msdel is implemented, As stated above, if one stakeholder
bears relatively more rlsk, then It Is reasonable for that stakeholder to expect greater protections
or safeguards. If stakeholders I~ear risk approximately equally, then the governance model can
be viewed as a true partnership and no stakeholder should require greater protections or
safeguards relative to the other stakeholders,

In the case of San Jose,’our und.erstanding of how risk is to be shared among stakeholders has
changed ove~: time due to various developments.

When preparing,the Report, we assumed that the passage of Measure B impliedthat the
financial risk of the system would, over time, be shared approximately equally between the City
and the members/retirees. Accordingly, we recommended in the Report that the City and the
members/retirees should be represented equally on the two retirement boards; i.e. the City
sh.ould select and appoint half of the members of each board and the members/retirees should
select and appoint the other half. (The members of each board so appointed could also then
select one additional member.)

A recent judicial decision concerning Measure B now suggests however that risk will be shared
equally only with respect to new plan m~mbers; and that the City will bear the majority of
financial risk wlth respect to current liabilities. This suggest.s that our recommendations need to
be modified somewhat,

Under.our proposed model it would be reasonable for the City to expect relatively greater.
protections or safeguards to compensate for the greater risk it bears, Two reasonable solutlons
are as follows:

"1, Change the balance of power on the boards so that the city s.elects and appoints a majority
of the members of each board; or

2. Maintain equal representation on the two boards, but allow the’City tc~ retain the final
authority to appoint all board members.

Of the above two options, Cortex recommends the second. We believe that ~naintainlng equal
¯ representation on the boards, but having the City maintain’final authority over all.board
appointments, promote.s a spirit of partnership in fiduciary decislon-making’ while recognizing the
greater .risk borne by the City,

We trust the above provides helpful �larification concerning the Report. If any board member or
stakeholder has furthe~ questions, Cortex would, be pleased to discuss them.

Cortex.Applied Research lnc, ¯ .
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TABLE I: BOARD COMPOSITION UNDER CORTEX’S RECOMIVIENDATIONS

EXCLUDING ~’m AND 7TM MEMBERS

Independent Board Members
Selected by the City

Independent Board Members
Selected by Members/Retirees

Members/Retirees

Beard Members representing
the Cffy

4

Board Members representing ’
Members/Retirees

INCLUDING 9TM AND 7TM MEMBER~

Independent Board Members
Selected by the

Independent Board Members
Sele(~ted by Members/Retirees

Mem .bers/Retirees

44,4 3 42.9

2 22,2

2 22.2

1 14,3

Board Members representing
4 + ½ 50 :3 + ½

M~m.bg.rs~Retlr_ees. ........................... ¯
.

28,6     i

14,3

50

5̄0

8
...... (~ortex Applied Research Inc.. ,
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CAPITAL OF SILICON VALLEY

Memorandum
TO: RULES AND OPEN GOYEllNMENT

COMMITTEE

SUBJECT: RETIREMENT BOARD
¯ GOVERNANCE REFORM

STIIATEGIC WORKPL .AN ’

RECOMMENDATION,       ’

DATE: January 16, 2014

1, Ae0eptanoe 6fthe Refiremem Board Oo~ernanoe Refol’m 8tyategio Worlq31al.1,

2, Dh’eot the City Manager staffto work with the City Attorney’s Offioe to provide polioy
alt.ernatives for the City Council,

BACKGRODND,

At the November 19, 2013, Counoll me~ting, ConVex.Applied Researoh, Ino., presented thek’
fifteen (15) reoommendatlons to the City Counoll as part oflheh’report on the gove~aanoe
sttuotures of the City’s two retirement boards, the Federated City Employoes’ Roth’ement System
Board and the Polioe and Fn’e Dopm tm nt Reth’ement Plan Born’d, The reoon:anondafions.were
based on the followlng oategol~es: authority of the retirement boards, safeguards for
stgkeholders, transparonoy and dtsolosure, risk oversight and scale m~d offMenoy. Dt~t’ing this
meeting, Counoilmember Cons.taN made the following motion lhat was apprdved unanimously
by. the Counotl:      ’ "                            ’"

"l~d like io mak~ a motion that ’~.l,e ~’efer to the CtO~ A.ttorney and the Ut~ Manager
tO ~.l,ork towards developin~ a reoon~mer~daltot~ to tmplgment the changes
contemplated in the Cortex report as a p(tel¢tge flwhtdlng -- including worktng
with outstde come,el on ¢h~ to retyrn to rule~ eommt#ee 3.tqth a wodc plan that .-
of the items the# arb neeesxaot 1o. ~ccompllsh,-whteh tnchtdes the sta~holde!: .......
outreaeL to have a flnal prodt~et.on a counetl agenda tn #me for either the d~me
or the Novembe)~ elecllon in 2014, and to aak that each of the boards ~eigh.-in on
the tssoe of whether’ they st~flot;t the Cortex recommendaaonx cts d package, that
ts Implemented tn one step."            ¯      . ’
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Cortex~s first reoommendation m their J:epol~ mlo give the boards full permanent authol~ty to
hh’9, e~aluate and tematnate retirement services staff, ~to, Thi~ may ~’e .qulre a city Cl~ter ola~ge
tlu, ough a balm me~stlre ai~pl’ov~d by the voters, witioh"is disoussed in more de(all bNow, Bal!ot
measures must be approved by Counol188 days before the eleotion andthe sNot doadltne must
be folIowed .to gnsurp placement on ~he ballot, This. memo oontatns a wm’kplan that tndioates the’
timellnes neoessary for a ballol measure to be plaoed on ~l~e June 2014 ballot and the Noveml~er
2014 ballot, Before Ne Counoll ’oan take lotion on a ballot measure, ee~tah~ action items need to
be aooomplished tnoluding stakeholder outreach, and development and analysis o£ polioy
alternatlves,

BALLOT MEASURE DEADLINES.

The ttmdine below outlines flxe proees~ for ~he City Coundl to apD’ove a,ballot measure’,
,.

Wofi[plaat6 Rules CommlR~ 1/2~2014 1/22/2014

Last ei~ Coundl meet~g ~rior to 88 days
heNr~ deofion 3/412014 6/1212014

88 days ~ofore olootlon 3/712014 8/8/2014 ¯

The ott,ior key a.otion items’that w~uld need to happen before a ballot measure or another poltoy
alternative could proceed, in order’ ofimplem’entation with. os(imated tlmofi’ames, arei

l, Analysis and reseamh of policy alternatives (14 days)
2, P~:esentation to Courmil of policy filtm’natives (1 Coundl meeting)
3, Stakeholder outm.aoh (60 days)                      ,
4, Coun~l oonstdoration of alternafiveV and dh’eotion to st~ (i Co~eil meeting)
5, Draft ballot measure ~d/or MuNdpal Code ohange (60 days)

In oNer 1o pro~ido adequate time for the dovelopm~t of the ballot measure, it would be very
dtffieultlo meet each deadline iafimo for a June ele~tion, ~&efom, the Coundl ~hould consider
plaiNS the ballot on ~he Noven~bez eleotton, if No ballot measure altematlve ts the ohosen
motived after all alternativeshave been explored, :

Using fl~e key norton itemsmentioned above, the speojfio timelines for the.November eleotton
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Analysis ~nd research ofpol!oy allema¢lv~ 2/5/2014

Presentat~o~ to Council of policy 2/11/2014
alternatives

Stakeholder outreach :~/12/2014 ~ 4/14/2014

Council meeting lo consider policy
aRematives and provide dkeotton*o staff

3/1812014

Draf~ ballot measure and/o~ MunMpal Code
chang’e 1.anguage

512012014

~OLICY ALTERNATIVES,

To accomplish the reeominendattons oontained in Cortex’s rel~ort, the City can explore different
options .(Please l’efer to the attachment los, a smmnm’y of Cortex’s re~onunendations,) The
different issues "~o oonslder When deciding upon which option lo takem’e legal isstles, persormeI.
issu6s and cost implleattons. The policy alternative determlnatlon wilI guide the City
Administration"s course of action, As pal~ o£the worlcpIan, analysts WIll be done to determine if
po![oy alternatives ooNd address some or all oflhe reoommendatlons ~ontained Jn Cor~ex’s
report,’ shol~ of a ballot measm’e, The development of the policy alternatives would als.o
need sufficient time for the City AdMnistra{ion to consult with the City Attm~ey’s Office and
outsid6 counsel,.

OUTREACH

In 2009, the Col~ex ~hase I outreach that inch!deal two o:~troaeh moorings with the publi0,
employees and re~rees, ~ese meetings were held on eonse~u~ve days w]fl~ a total ~endanoe o~
212 Individuals, ~e highest percentage of a~endees was ~e~rees, In anticipation of another large
retiree ~rnout, it wo~ld be neoessm’y to hold separatemeetN~ ~or each ~flhe stakeholder
Nvups to enoourage maximum.pm’tMpation, The stakeholder N’oups ha~e been lden~ed below’,

~, Bargatning2Nts              ’
, Retke~ ,
~ Active City employees

Reth’emeni boards
¯
We antMpat~ that sixty (60) days w~ll be needed to ~omplote the stakal:old~r outreach due to the
complexlty oftho lssu~ and number of stakeholders, Addit[onally, after Council has approved

....... ¯ .the workplan, the City Adminlsh’atiolt.wtll ,weft: to advei~tse the stakeholders meetings to .the
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roclulstte gt’oups, The general public roll be notffie.,d tl~ough emalis to local busmesse,s and
neighborhood assoe|at~ons, D~strtbutton of the stakeholder outreach meetlng tnf0nnat~on wdl be
conurtuntohted tht.ough emall wtlh’an attached flyer noting the location and ~hrtc of each
meeting,

As part of trio curt’cinCh, the twd retirement boards were .asked by Council.to weJgMn on. theh’
" support for the Cortex reeo~mrtendations as a package, .The two retirement boards ai:e pla~.mtng to
discuss firs topic in Jam~ary 2014 and will provide the Council with their consensus after’ ins
meetfl~g occurs,                         " ¯

COST ESTIMATES

Taldng an issue to’the ballot may restdt in substantial costs to the City depending on the number
of items ah’eady appem’mg on the ballot, In conjunction vaih the City Cleric, the p~’oliminary.cost
estimates for the June and November election can be found below’,

Ballot Measure
Cost Estimate

June Election
Approximately $425,000
$1,000,000

November ]31ectlon
Approximately $425,000-
$637,500’ .....

The fimding source(s) for the balm measure stillneed to be detemained.

CONCLIISION..

Althou~a Co~lex has specific recommendations, many details need to be detennirted, F£r
exmnple, it has not been discussed if.all employees of Retirement Services or only executive
level staffwJll be under the personnel aulhority of the ~.’eth’ement boards, The City
Administration will develop policy alternatives and bring thes’e alternatives back to Council for
N~hor donsideration, .

Alex Gurza
Dep}~ty ,City Manager

For questions, please contact Alex G~rza, Deputy City Manager, at (408) 535-8155,

Attaolurtent                 ’



Summaep of Cortex Recommendations,

Recommcndafio .~ - , Ileeommendadon
Category ~tm.nnel

Expand the
Authority offlm
Boards

,9

14

Independence of the Boards
Appoiat, direct, ovaluat~ and terminate staff
Set compensation levels and deto~anine human
resources poliobs
Appoint logN counsel
Establishproouroment policies :

1~1 , ¯ I ...................................

’ANll~ lo’offel’ ap~r0Pl]ato condensation ~o ln~oponfl¢~

~rovido addttion,] a~muaI disclosures i.o.
compensation £or so, or oxo~ufiv~ and independent ’
report on the oo~t-offootivonoss o£lho Systems.

BliminaIo non-voting Board member

Hold an armual general meefingthat is accessible to the
public

Conduct an oxt~mdlindopondont review of the Boards’
~dhoiary and management ono~ every 5 years

EstaNthh an audit¯ committee
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RULES AND OPEN GOVERNMENT ’ EROM: Alex Gurza
COMMITTEE        ,

SUBJECT: RETIREMENT BOARD
GOVERNANCE REFORM
STRATEGIC WORKPLAN ¯

RECOMMENDATION,

DATE: January 16, 2014

Date

1, Acceptance of the Retirement Board Governance Reform Strategic Worl@an,

2, Direct the City Manager staffto wolk with the City Attonaey’s Office ~o provide po_licy
alternatives for the City Council,

BACKGROUND,

At the November 19, 2013, Council meeting, Cortex Applied Reseat’0h, Inc,, presented their
fifteen (15) recommendations to the City Council as part of their report on the governance
structures of the City’s two reth’ement boards, the Federated City Employees’ Retirement System

’ Board and the Police andFh’e Department Retirement Plan Board. The recommendations were
based on the following categories: authority of the reth’elnent boards, safeguards for
stakeholders, transparency and disclosure, risk oversight and scale and efficiency. Daring this
meeting, Councilmember Constant made the following motion that was approved unanimously
by the Counci!:

"I’d like to make a motion that we refer to the City A(torney and the City Manager
’to work towatlds developtn~ a recommendation to implement the changes
contemplated tn the Cortex t’eport ct~ a paekage tnehtding -- inchtding worl~ng
34,tth outMde counsel on tk~ to return to t, ule~ comm.l~ee ~ith a workplan that --
Of the ltetns th-dt are i~eco~s~i~ fo acbon~H~h, ~h)Oh lnOhtdd~ the xtakeholdo’
ouO’eaek, to have a flnal prod~tet on a eounctl agenda in ttme for either" the June
or the Nov~mbet~ eleetton tn2014, and to ask that ~aeh of the boards weigh-in on

. the issue of 3~,hetker they sz~pot;t the Cortex recommendations cts apaekage, that
is implemented in one step."
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Cortex’s fn’st recormnendation .in their repol~ is to give th~ boards full permanent authority to
hire, evaluate, and terminate l’etirement services st.aff, etc. This may requir.e a City Chmer char~ge
tbxough a ballot measure approved by thevoters, which is discussed in more detail below. Ballot
measm’es must be approved by Council 88 days before the election and the stliet deadline must
be followed .to ensur.e placement on the ballot, This. memo contains a wo~kpian that indicates the
timelines necessary for a ballot measure to be placed on the June 2014 ballot and the November
2014 ballot. Before the Council can take action on a ballot meas.um, celtain action items need to
be accomplislied including stakeholder outreach, and development and anaIysis of policy
alternatives.                                                             ¯ .

BALLOT MEASURE DEADLINES

The timeline below outlines the process forthe City Council to approve a,ballot measure:

Well,plan to Rules Co--tRee 1/22/2014
Last Ci~ Council.meeting prior to 88 days
beNre Nection
88 days before election

WORKPLAN TIMELINES

314/2014
3/7/2014

1/22/2014

6/17/2014
8/8/2014

The other key action items that would need to happen before a ballot measure or another policy
alternative could proceed, in order of implementation with estimated timefi’ames, are:

1, Analysis and i’eseal’ch of policy alternatives (14 days)
2. Presentation to Council of policy alternatives (1 Council meeting)
3. Stakeholder. outreach (60 days)
4. Councilconsidei’ation of alternatives and direction to;staff (1 Council meeting)
5. Draft ballot measure and/or Munic.ipal Code change (60. days)

In order to provide adequate time for the development of the balldt measure, it would be very
difficult to meet each deadline in time for a June election. Thel’efore,.the Council-should consider
placing the ballot.on the November election, if the ballot measure alternative is the chosen
method after all alternatives have been explored. "

Using the key action items mentioned above, the specific timeli~es for the November election
include:
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Analysis and resem’eh of policy alternatives 2/5/20~4

Presentation to Counctl ofpolie.y
alternatives

2/11/2014

Stakeholder outreach 2/i2/2014- 4/14/2014
Cotmcil meeting to consider policy
alternatives and provide direction to staff ’ 3/18/2014

Draft ballot meastn’e and/orMunicipal Code
ehang’e 1.anguage 5/20/2014

POLICY ALTERNATIVES

;re accomplish the recommendations contained in Coi’tex’s report, ~he City can explore different
options .(Please refer to the attachment for a sunmam’y of Col"~ex’s recommendations,) The
different issues to consider when deciding upon which option to take m’e legal issues, personnel
issu6s and cost implications, The policy alternative determination will guide the City
Adlninistration’s com’se of action. As pmq~ of the workplan, analysis will be done to deter]nine if
policy alternatives could address some or all of the recommendations contained in Cortex’s
repo~%" short of a ballot measure, The development oft he policy alternatives would also
need stffficient time for the City Administration to consult with the City Attorney’s Office aM
outside counsel.

STAIg~,HOLDF_,R OUTREACH

In 2009, the Cortex Phase I outregeh that included two outreach meetings with the public,
employees and retirees. These meetings wereheld on consecutive days with a total attendance of
212 individuals. The highest percentage of attendees was re~h’ees, In anticipation of another large
retiree turnout, it would be neeessm’y to hold separate meethags for each of the stakeholder
groups to encourage maximum pm~tieipation, The stakeholder groups have been identified below:

o. Bargaining.t .w3ts
,, Retirees
o Active City employe.es
~ General public
~ Reth’ement boards

We anticipate that sixty (60) days will be needed to complete the stakeholder outreach due to the
complexity of the issue and.numbea’ of stakeholders. Additionally, after Council has approved

....... ¯ .the workplan, the City Administration .willwork to adve~"dse the stakeholders meetings to .the
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r̄equisite groups. The general public will be notified through emails t~ local businesses and
¯ neighborhoodassodations. Distribution of the stakeholder outreach meeting information will be

................ conmmnieated through email with’an attached flyer noting the location and time of each .......
meeting ....... . ’

As part of the OUtl’ea~h, the two retirement boards were asked by Council to weigh-in ontheir
support for the Cortex reconnnendations as a package. The two retirement boards are pla .nning to
discuss this topic in Janum’y 2014 and will provide the Council with their consensus after this
meeting occurs,

COST ESTIMATES

Taldng an issue to the ballot may res@ in substantial costs to the City depending on the number
of items already appearing on the ballot.’In conjunction with the City Clerlq the prdiminary cost
estimates for the Jutte and November election can be found below:

Ballot Measure June Election’ November Election
Cost Estimate Approximately $425,000 Approximately $425,000-

$1,000,000 $637,500

The funding sotu’ce(s) for the ballot measure still need to be determined.

CONCLUSION

Although Cortex has specific recommendations, many details need to be detemlined. For
example, it has not been discussed if all employees of Reth’ement Services or only executive
level staffwill be under the personnel authority of*he retirement boards. The City
Administration will develop policy alternatives and bring these alternatives back to Council for
ftu*her consideration.

Alex Gurza
Deputy ,City Manager

For questions, please contact Alex Gurza, Deputy City Manager, at (408) 535-8155.

Attachment



¯ Summar~ of Cortex Recommendations

Recommendation
........ Category ’:

Expand the
Authority of the
Boards

Number ........ Recommendation ................................

~ ’~.: :",: .. Dmcourage tl]e Boards fi’om engaging m eeon~macall3~ ...
......... . ................... ~m~e~ mv~sa,~ ..........: .......... :,~ .........
: .......... ....’ ......."~ "..~’"" ..... ....," :::".:.’~.’::, ". "’ ~ Stiffserving the Rehremeo} Bom’ds should not be~’..~ :~:: ~’..i 6: .) :; :.~.,i~ :,v..,’ .. ’.,~ .......~ ......... ’" ’~"":’~’::~" ~"’k ’:"~"~’~",,’.’~’~’~"’"~.~..~.~ ..~ :~.

Establmli. ’~.,                eN~tled to t’ecetve benefits from e~tl~e~ Sy~te~ :,..: ;.::.~..,.;~,).. :..

Independence 9fthe Boards
¯ Appoint, direct, evaluate and terminate staff
o Set compensation levels and detelanine human

resources policies
¯Appoint legal counsel . .
¯Establish procurement policies

’ e ’en eli :". .~ ": ". " ’.:" ’,’~"’.’, ’. ¯ "’,~...,’~’. ’ .-’~..:.~.’,~.’..,.

75% oftlie Eoard s composition ~lioukl 1~

Role of, th~.Bom’d s shofiRl’~6e’ clearly d~}’ined m statute
to.efMude:advo;atitag or t~i~g positions 6n, le~~sl~tw~ :..

¯ actions that affect the benefits provided by Retlremettt.t :.:.

Transparency and
Disclosure

Risk Oversight

Ahy mdependerit ¯Board ~b, ~! :~}~6l:fl’t~.d, ’by.’ ~hb Cit).6~’
aohve/~etu’e~ members shoul~ have ’e~e~me~n~ ,..:: ...."., :,

i ¯       .:~ "... ,. ~ ~ .,.V’* ~’~.. :v" .t.. ~ .,, ~: ~ . : . ~ [

Retlre~lenf ~ystelns..: ,.,. :.,, ,.: ,~ ..w.., ~, :,.. ~ ~..:~. ~. ~..,.:, ~.., ,:., :~., :4, .~, .~ :> ~,.

Provide additional mmual disclosures i,e, a~ual
compensation for senior executives and independent
report on the cost-effectiveness of the Systems.

Eliminate non-votlng Board member

Hold an annual general meeting that is accessible to the
public
E}i~t"l).i’6)isi6fi~:{h~t ’allow for th’~a’~yal
¯ m6~bet~ fd~:,then’ pei~rmance or con~ubt ~
" ~ ,~r".~.~’~:’~i:~ . ’~" ~ :~: *L. . I.’H.[ ..t.. :’ .;~:

Conduct an external independent review of the Boards’
~dhoim’y and management once ever~ 5 years

EstabliSh an audit¯ committee


